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EXPOSURE DRAFT
OMNIBUS PROPOSAL OF
PROFESSIONAL ETHICS DIVISION
INTERPRETATIONS AND RULINGS
PROPOSED RULINGS UNDER RULE 101: Member Has Significant Influence
Over an Entity That Has Significant Influence Over a Client Member's Investment
in Financial Services Products That Invest in Clients PROPOSED REVISION OF
RULING NO. 52 UNDER RULE 101: Unpaid Fees PROPOSED RULING UNDER
RULE 301: Disclosure of Confidential Client Information in Legal Proceedings
PROPOSED REVISION OF INTERPRETATION 501-2 UNDER RULE 501:
Discrimination and Harassment in Employment Practices PROPOSED DELETION
OF RULING NO. 82 AND PROPOSED REVISION OF RULING NO. 176 UNDER
RULE 502: Newsletter and Member's Association with Newsletters and Publications

MARCH 14, 1997

Prepared by the AICPA Professional Ethics Executive Committee for comments
from persons interested in independence, behavioral, and technical standards matters
Comments should be received by June 12, 1997, and addressed to
Herbert A. Finkston, Director, Professional Ethics Division,
AICPA, Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881.
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AICPA

March 14, 1997
This exposure draft contains seven proposals for review and comment by the Institute's membership
and other interested parties regarding pronouncements to be adopted by the Professional Ethics
Executive Committee. The text of and an explanatory preface to each pronouncement are included
in this exposure draft.
A summary does not accompany this exposure draft because of the diversity of material included.
Instead, the type of information a summary would contain is included in the "Explanation" preceding
each proposal.
After the exposure period is concluded and the comments have been evaluated by the Professional
Ethics Executive Committee, the committee may decide to publish one or more of the proposed
pronouncements. Once published, the pronouncements become effective on the last day of the
month in which they are published in the Journal ofAccountancy, except as otherwise stated in the
pronouncements.
Your comments are an important part of the standard-setting process. Please take this opportunity
to comment. Responses must be received at the AICPA by June 12, 1997. All written replies to this
exposure draft will become part of the public record of the AICPA and will be available for
inspection at the office of the AICPA after July 31, 1997, for a period of one year.
Please send comments to Herbert A. Finkston, Director, AICPA Professional Ethics Division,
Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881.
Sincerely,

Frank J. Pearlman
Chair
AICPA Professional Ethics
Executive Committee

Herbert A. Finkston
Director
AICPA Professional
Ethics Division

American Institute of Certified Public Accountants
Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881 (201) 938-3000 • (212) 318-0500 • fax (201) 938-3329
The CPA. Never Underestimate The Value.SM

PROPOSED RULING UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee proposes the following ethics ruling to provide
guidance to Institute members who are associated with entities that have certain relationships with
clients for whom services are performed requiring independence under rule 101. The committee
believes that relationships described in the ruling impair independence in fact or appearance.
[Text of Proposed Ruling Under Rule 101]
Member Has Significant Influence Over an Entity
That Has Significant Influence Over a Client
Question—Would a member or member's firm (member) be considered to be independent with
respect to a client if the member has significant influence over an entity that has significant influence
over the client?
Answer—No. A member or entity can exercise significant influence if the member or entity:
•
•

•

Is connected with the entity or client as a promoter, underwriter, voting trustee, general
partner, or director (other than honorary, as defined), or;
Is connected with the entity or client in a policy-making position related to the entity's or
client's primary operating, financial, or accounting policies, such as chief executive officer,
chief operating officer, or chief accounting officer, or;
Meets the criteria established in Accounting Principles Board Opinion No. 18, The Equity
Method of Accounting for Investments in Common Stock [AC section 182], and its
interpretations to determine the ability of an investor to exercise such influence with respect
to the entity or client.

The foregoing examples are not all-inclusive. See Interpretation 101-8 [ET section 101.10] and
Interpretation 101-9 [ET section 101.11] for further guidance.

PROPOSED RULING UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee proposes the following ethics ruling regarding a
member providing services requiring independence for a client if the member, as defined in
Interpretation 101-9 [ET section 101.11], invests in a financial service product (non-client) that
permits the member to direct his or her investment to the client. In that situation, if the member
directs an investment in the client, independence is impaired. The ruling further provides that if the
member cannot direct his or her investment to the client through the financial service product and
an investment in the client is not material to the member's net worth, independence would not be
impaired.
[Text of Proposed Ruling Under Rule 101]
Member's Investment in Financial Services Products
That Invest in Clients
Question—Amounts contributed by a member or a member's firm (member) for investment purposes,
including retirement plans, are invested or managed by a financial services company that offers
financial services products (including but not limited to insurance contracts and loans), which allow
the member to direct his or her investment. If the member directs his or her investment to a client
of the member, would the independence of the member be considered to be impaired with respect
to the client?
Answer—Yes. Independence of the member would be considered to be impaired with respect to a
client of the member if the member uses his or her ability to direct his or her investment to invest
in a client. Such an investment is a direct financial interest in the client that impairs independence
under Interpretation 101-1 [ET section 101.02].
If the member does not have the ability to direct the investment and the financial services product
invests in a client, the member is considered to have an indirect financial interest in the client. If the
indirect financial interest becomes material to the member, the member's independence would be
considered to be impaired. (See ethics ruling No. 35 under rule 101 [ET section 191.069-.070] for
additional guidance.)
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PROPOSED REVISION OF RULING NO. 52
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee proposes to revise current ethics ruling no. 52 [ET
section 191.103~.104] to permit a member to convert an account receivable due from a client to a
note receivable without impairing the member's independence provided that the note is paid prior
to the issuance of the current year's report.
[Text of Proposed Revision to Ruling No. 52]1
Unpaid Fees
Question—A member's client has not paid fees for previously rendered professional services. Would
the independence of the member's firm be considered to be impaired with respect to the client for
the current year?
Answer—Independence of the member's firm is considered to be impaired if, when the report on the
client's current year is issued, fees remain unpaid, whether billed or unbilled fees or a note
receivable arising from such fees, remain unpaid for any professional services provided more than
one year prior to the date of the report. Such amounts assume the characteristics of a loanwithint h e
meaning of rule 101 [et section 101.01]-and its interpretations;
This ruling does not apply to fees outstanding from a client in bankruptcy.

1

Strike-through denotes proposed deletions to current text. Boldface denotes proposed new language.
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PROPOSED RULING UNDER RULE 301
[Explanation]
The Professional Ethics Executive Committee proposes the following ethics ruling that would permit
Institute members to disclose confidential client information in legal documents and proceedings
provided the member discloses only the information necessary to file, pursue, or defend against a
lawsuit.
[ Text of Proposed Ruling Under Rule 101]
Disclosure of Confidential Client Information
in Legal Proceedings
Question--May a member disclose confidential client information to the member's attorney, the
courts, or in any legal documents or proceedings without violating rale 301 of the Code of
Professional Conduct?
Answer—Yes. Rule 301 is not intended to prohibit a member from participating in legal proceedings
either initiated by or against the member, provided the member discloses only the information
necessary to file, pursue, or defend against the lawsuit.
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PROPOSED REVISION OF INTERPRETATION 501-2
UNDER RULE 501
[Explanation]
The Professional Ethics Executive Committee affirms its position that discrimination in employment
practices is objectionable behavior and constitutes an act discreditable to the profession in violation
of rule 501. The committee, however, is not competent to determine discriminatory conduct, as
discrimination is a legal term included in statutes and regulations of federal, state, and local
governments and their agencies and interpreted by the courts and administrative agencies having
jurisdiction over the parties involved. Accordingly, the committee proposes to revise Interpretation
501-2 [ET section 501.03] to make it clear that discrimination in violation of rule 501 is a legal
determination made by a competent authority.
[Text of Proposed Revision to Interpretation 501-2]2
Discrimination and Harassment in Employment Practices
Discrimination, Whenever a member is declared by a court of competent jurisdiction or after
a hearing by an administrative agency to have violated any of the antidiscrimination laws of
the United States or any state or municipality thereof, including those related to sexual and other
forms of harassment, the member will be in employment practices is presumed to have committed
constitutes an act discreditable to the profession in violation of rule 501.

2

Strike-throughdenotes proposed deletions to current text. Boldface denotes proposed new language.
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PROPOSED DELETION OF RULING NO. 82
AND PROPOSED REVISION OF RULING NO. 176
UNDER RULE 502
[Explanation]
The Professional Ethics Executive Committee proposes the deletion of ethics ruling no. 82 under
rule 502 and a respective revision of ethics ruling no. 176 under rule 501 to clarify, simplify, and
consolidate its position with respect to an Institute member's association with newsletters and
publications prepared by others.
[Text of Ruling Proposed for Deletion]3
Newsletter
Question—A publishing company has discussed the possibility of issuing a newsletter on financial
management under a member's name. His name would be featured prominently. The letter would
be sold for a fee, and subscriptions would be solicited by direct mail or other forms of advertising.
Would this arrangement violate the Code?
Answer—No, if (1) the letter bearing the member's name was written by him or under his
supervision and (2) he ensures that those promoting such a publication do not make statements
concerning the author or his writings that would be in violation of rule 502 [ET section 502.01].
[Text of Proposed Revision to Ruling No. 176] 3
Member's Association With Newsletters and Publications Prepared by Others
Question--May a member permit a newsletter, tax booklet, or similar publication be attributed to
a member or a member's firm (member) to be imprinted with his or her firm's name if it has not
been prepared by the member 's firm?
Answer—A member may permit his or her firm's name to be imprinted on a newsletter, tax booklet,
or similar publication Yes, provided that he or she the member has a reasonable basis to conclude
that the information contained therein that is attributed to the member is not false, misleading, or
deceptive.

3
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